CHAPTER VI
THE STANDARD OF VALUE
Gresham's law that bad money drives out good was
enunciated in 1858 by Henry Dunning McLeod i&his Elements
of Political Economy. He coined it presumably from his
reading of the advice which Sir Thomas Gresham gave to
Queen Elizabeth anent the reform of the currency and the
management of the foreign exchange. It is therefore at the
outset a problem of Tudor history, but it was of enduring
significance; and the two aspects of most importance after
1600 are its relation (a) to the adoption of the gold standard
in England, and (b) to the emergence on the money markets
of Europe of an international bank money. If the sovereign
debases the currency and gives his royal stamp to good and
bad money alike, the good money will move to countries (or
uses) where it can fetch its intrinsic bullion value, and the
bad will stay behind. Similarly, and not less certainly, if
two metals have been circulating side by side and the
sovereign gives to them a relative rating which conflicts with
that of the bullion market of the world, the metal which he
overrates will enter his country and the metal which he
underrates will leave it. The law in this case reads,
"overrated money drives out underrated"; and it has the
advantage of not being a paradox. For the history of public
finance in Europe 1600 onwards centres round the successful
attempt to replace bad money by good; and the success
may fairly be epitomised in the statement that with right
policy good money will drive out bad, thus reversing Gresham.
It is convenient to take relation (b) first.
When Antwerp succeeded Bruges as the clearing house of
trade between the Mediterranean and the Baltic, it built for
itself a Bourse, and thereby became a Lancashire and
London in one. It was already a great port with a rich
textile hinterland, and the Bourse added financial eminence.
To assist its purpose the Bourse devised a system of "per-
mission money," admitting only reputable coins and
valuing these according to their metal content. Merchants